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KEY ECONOMIC INDICATORS 


All values in Million US$ 
unless other-wise stated. 


Income Production 


GNP at current prices, 
Cr$billion* 
GNP at constant 1954 
prices, Cr$million* 
Per capita GNP at 
current prices, Cr$* 
Fixed investment as 
% of GNP* 
Industrial production 
(% increase )* 


Money and prices 

Money supply 
Cr$billions (Dec. ) 
Central Bank liquidity 
rediscount rates 
Interest rates 

External Debt 


Dp: 


Rio Consumer Price Increase 


General price increase 
(domestic supply) 


Exchange rate as of March 25, 1974 
US$1.00 = Cr$6.415 


%change 
1973/72 


20.49 


Balance of Payments and Trade 


Gold and Foreign Exchange 
Reserves 

Balance of Trade (FOB/FOB) 
Exports, FOB 

U.S. Share 

Imports, FOB 

Imports, CIF 

U.S. Share 


Tractors 


i 72) 4,200 6,400 
-346 -2hh +182 

2,903 3,991 6,198 
760(26.2%)  931(23.3%) 

3,250 4,235 

3,701 h , 789 

1,064(28.7%) 1,335(27.8%) 


$Millions ) 


Construction, mining machinery and parts 


Coal 


* Estimate 


Fertilizers 





SUMMARY 


In 1973 the Brazilian economy continued the high growth rate experienced 
during the previous five years. Preliminary estimates indicate Gross 
Domestic Product grew last year by 11.4 percent, imposing a serious strain on 
the nation's productive capacity. This strain, coupled with the world-wide 
inflationary situation, prevented the government from reaching its target of 
a maximum 12 percent inflation rate. Despite government efforts to restrain 
domestic prices, the Guanabara Consumer Price index registered an increase of 
13.7 percent, compared withl4 percent in 1972. The balance of payments 
continued to be in surplus and reserves amounted to $6.4 billion at the end 
of 1973. 


The outlook for 1974 is for continued rapid growth only marginally affected 

by the energy crisis and a sustainable balance of payments position. Gross 
Domestic Product will likely continue to expand at a rate in the range of 8 

to 10 percent. With large reserves and heavy capital inflows, the balance of 
payments should not act as a constraint on economic expansione Most observers, 
including public officials, believe the rate of inflation in 1974 will exceed 
that of 1973. 


Brazil continues to offer significant trade and investment opportunities for 
American business. The agricultural sector should be particularly attractive 
since the new government has stated that the agricultural sector will receive 
priority attention. American business, however, may encounter sharper compe- 
tition from third countries seeking to expand exports to combat higher 
petroleum costs. 





CURRENT ECONOMIC SITUATION AND TRENDS 
A TL 


1975 Results 
Record Growth Continues Through 1973 


Government estimates indicate that the real growth of Gross Domestic Product 
in 1973 was 11.4 percent. On a per capita basis, the rate of growth was 8.5 
percent. The expansion was again led by the manufacturing sector which grew 
by an estimated 15 percent. The growth industries and their approximate 
rates of increase during 1975 were: chemicals, 20 percent; rubber goods, 

32 percent; electrical and communications materials, 31 percent; mechanical 
equipment, 24 percent; textiles, 27 percent; transportation machinery, 21 
percent; and cement, 18 percent. Growth in the agricultural sector fell well 
behind the overall economic expansion for the second straight year. The 
Ministry of Agriculture has estimated that agricultural output grew during 
1973 by some 3.5 percent. Much of the sector's poor performance is attribu- 
table to a bad coffee crop because of the 1972 frost. Excluding coffee, 
agricultural output probably rose by almost 8 percent. 


The economy operated near capacity and suffered raw material shortages, notably 
chemicals, steel, paper, plastics, rubber and glass. 


B/P Registers Comfortable Surplus 


The balance of payments registered a surplus of some US$2.3 billion. As a 
result, international reserves reached US$6.4 billion, an increase of 50 
percent over December 1972. Exports experienced a phenomenal growth of some 
55 percent, reaching US$6.2 billion. The leading raw material exports were 
(in million of dollars): green coffee, $1,243; soybeans (bean, cake, bran), 
$937; sugar, $455; and iron ore, $363. Industrial exports also underwent a 
significant growth, increasing by 59.6 percent and reaching $1.8 billion. 
Imports grew slower than exports, rising 43 percent, from US$4.2 billion in 
1972 to about $6.0 billion in 1973. The 1973 trade balance thus showed a sur- 
Plus of about US$200 million. With the service account registering a negative 
balance of $1.5 billion, the current account closed with a deficit of $1.3 
billion. 


Continued international confidence in Brazil resulted in another large inflow 
of foreign capital, which for the year totaled (net) $3.7 billion. Most of 
this capital took the form of long-term financial inflows. For the first 
time, however, direct investments, at about $900 million, made a significant 
contribution to the total flow. 


The large inflow of financial capital caused the nation's foreign debt to 
rise from $9.6 billion at the end of 1972 to over $12 billion at the end of 
1973. The previous Minister of Finance announced before leaving office that 
the foreign debt had reached $13 billion by early March 197}. 





Results Fall Short of Anti-Inflation Goal 


Early in 1973 the Medici administration reaffirmed its intention to continue 
reducing the rate of inflation and set as its goal a 12 percent rate for the 
State of Guanabara Consumer Price Index (which is the most widely used index 
to guage inflation in Brazil). Domestic production constraints and inter- 
national price developments in addition to an expansionary monetary policy, 
however, placed this target beyond the economy's reach. 


In an effort to suppress inflationary pressures, the Government imposed in 
late August a 40 percent deposit requirement on foreign financial inflows, 
effectively drying up this source of funds. Im addition, the Government 
carefully reviewed industry requests for price increases and apparently re- 
fused many of them. In some cases, as a result, the Government was forced 

to provide direct or indirect subsidies, the most notable example being pet- 
roleum. The Government also limited or prohibited the exportation of certain 
goods and imported selected consumer items in order to augment domestic supplies. 
Despite these measures, the Guanabara Consumer Price Index registered a rise 
of 13.7 percent, i.e., virtually no change from the 14 percent increase re- 
corded in 1972. 


1974 Outlook 


Economic growth prospects for 1974 are favorable, although with several key 
industries already operating at or near capacity, the economy may not register 
the accelerated growth achieved last year. Nevertheless, with capital outlays 
planned or already underway, the economy should incur a respectable rate of 
expansion in the 8 to 10 percent range. Investments approved by the Industrial 
Development Council (CDI) tend to support this forecast. During 1973, the 

CDI approved investment proposals totalling CR$30.5 billion, i.e., considerably 
more than the CR$14.5 billion approved in 1972. While the majority of CDI 
authorized investments were for the automotive, steel and petrochemical in- 
dustries, all economic sectors will benefit in varying degrees from capital 
expenditures. Other areas receiving major new investments include, for ex- 
ample, cement, transportation, tourism and communications. These outlays 
should permit an industrial growth rate in the range of 10 to 12 percent. 


The agricultural sector, whose rate of growth may more than double that of 
last year, will contribute significantly to sustaining the economy's overall 
performance. The coffee crop is expected to increase from last year's 0.9 
million tons to almost 1.6 million tons this year, and soybeans may rise from 
4.8 to 6.5 million tons. Significant, though perhaps smaller increases are 
predicted for such other important crops as black beans, corn, rice, sugar 
and cocoa. 


These promising developments have led various government officials to predict 
a 1974 agricultural growth of about 8 percent. Two factors have somewhat 
clouded this generally favorable outlook, i.e., the failure of beef production 
to increase more rapidly and the exceptionally high cost and lower supplies of 
fertilizers. The first factor has disturbed domestic marketing and reinforced 





inflationary pressures; the latter has sparked fears that the employment of 
fertilizers would fall sufficiently to threaten further agricultural expan- 
sion in 1974. President Geisel's Administration, which took office on 
March 15, has stated that it will give increased emphasis to agriculture. 


Public confidence, both domestically and internationally, in the new federal 
administration is a major ingredient of the economy's favorable outlook this 
year. Government officials who recently took office have emphasized their 
intention to puruse the basic economic policies established by their pre- 
decessors, making adjustments as required by changing circumstances. The 
new Minister of Finance, Mario Herinque Simonsen, has stated that main- 
tenance of a high growth rate would remain the government's primary econ- 
omic objective. In a recent press interview, while refusing to project a 
specific growth rate for 1974, the Minister noted that it will be in line 
with that experienced in recent years. 


Continued economic expansion in 1974 should not be hindered by a foreign 
exchange constraint. On an overall | he balance of payments presents 
the following tentative picture for 1974. Exports are anticipated to hold 
up quite well, though not expanding as 1 as last year. Major factors 

in these calculations are the jump in internation sugar prices, the 
further rise of coffee prices and continued high prices for natural fibers, 
meat and other agricultural products. In addition, prospects are for a 


substantially larger export volumes for soybeans, iron ore and manufactured 
products. Export incentives for manufacturers have been extended until 
1977, specifically to ensure continued export growth. These factors may 
push export values to $8 billion, which is the goal set by the new 

Finance Minister. 


Imports will likely grow at an even faster rate. A major cause of this 
rapid expansion is the sharply higher average prices Brazil must pay for 
petroleum and such other industrial inputs as coal, copper, and aluminum. 
Apparently the nation has assured itself adequate oil supplies, but the 
cost for these supplies may well be in the neighborhood of $3 billion 

as compared with about $1.0 billion in 1973. Higher prices for such other 
major imports as wheat and fertilizers will also inflate the import bill. 
The trade account is expected to be in deficit in 1974. The new Finance 
Minister has projected a current account deficit (trade plus invisibles) 
of some $3 billion. 





The Government seems confident that Brazil can again attract sufficient foreign 
capital to offset this deficit. Foreign direct investments and suppliers 
credits will provide significant exchange resources. It is also expected that 
foreign financial loans to Brazil will resume at a high level now that the 
Government has eliminated the 40 percent deposit requirement for such credits. 
Indications are that since mid-February, when the 40 percent deposit was lifted, 
the rate of flow of financial credits has reached the record rates of early 
1973. In addition, Brazil has a sizeable reserve holding on which it can draw 
to help finance its current account deficit. 


The foregoing is intended to indicate the vitality and strength of the 
Brazilian economy. The extended period of Brazil's rapid economic growth has 
also raised the problems associated with accelerated expansion. Among these 
are the industrial production constraints and raw material shortages. The 
increasing reports of unskilled labor shortages continue to be the most sur- 
prising element of all. The scarcity of managerial and skilled labor has been 
a reality for some time and, in fact, has become a rather serious business 
concern. Unskilled labor has so far become a bothersome problem only in the 
south and south-eastemportions of the country. The construction industry 
claims to be most affected, but the general scarcity has begun indirectly to 
influence labor conditions in the manufacturing sector. Most surprisingly, 
one hears complaints of a man-power shortage in labor-intensive agricultural 
activities, e.g., coffee harvesting. This scarcity reportedly has begun to 
push labor wages up as industrialists compete for available laborers and 
attempt to attract new entrants into the labor market. 


The tendency of the inflation rate to increase may present the Government with 
a difficult problem. The firm effort of the Inter-Ministerial Price Council 
to restrain 1973 price increases may strengthen manufacturer requests for 
large price increases this year. The international price situation, moreover, 
continues to complicate the nation's anti-inflationary effort. International 
demand for Brazil's major exports remains strong, and the higher prices for 
imported wheat, fertilizer, and other items have not yet had their full 
impact on domestic prices. Looking at ail these pressures, some economists 
forecast that the Guanabara Consumer Price Index may rise from the 13.7 
percent recorded in 1973 to approximately 20 percent this year. The Index's 
jump of 4.3 percent during January-February 1974, compared to 2.5 percent in 
the same period of 1973, indicates that this projection may not be an exag- 
geration. It is expected that Brazil will continue the system of mini- 
devaluations of the cruzeiro this year as a way to compensate for the dif- 
ference in inflation rates between Brazil and its major trading partners. 





IMPLICATIONS FOR THE UNITED STATES 


The rapid pace of the economy's development has made Brazil a prime market 

for American and other national exporters and/or investors. Detailed data 

are still not available, but United States exports (FOB) to Brazil totalled 

US$1.92 billion in 1973. During 1972, when United States sales reached 

$1.24 billion or about 28.5 percent of Brazilian imports, the major items 

and their values (f#millions, FOB) were: tractors $54.8; construction, mining 
machinery and parts $45.7; coal $37.3; wheat $36.5; aircraft $55.5 and 

fertilizers $83.3. By comparison, West Germany was Brazil's second largest foreign 
supplier that year, providing $601 million or 14.3 percent of total imports. 


American exports should expand at an appreciable rate this year. Traditional 
exports such as aviation equipment, fertilizers and wheat are encountering 
strong demand. In addition, the large private and public investment programs 

in railroads, telecommunications, shipping, agriculture, basic metals, chemicals, 
petrochemicals, automobiles, and other industries should offer exceptional 

sales opportunities. 


Openings for American investments continue to be substantial. Given the wide- 
spread capacity constraints in manufacturing and the drive toward expansion 

of the industrial base, the demand for new investment has tended to strengthen 
rather than decline. In fact, now that excess capacity has been largely 
eliminated, the economy must have an increasing volume of new investments 
simply to sustain its rate of growth. In addition, the apparently greater 
attention to be given to agriculture and to such areas as mass transportation 
will require that these sectors attract substantially more capital than in the 
past. Since domestic savings are not likely to provide sufficient financial: 


resources for all these projects, increasing amounts of foreign capital will 
presumably be necessary. 


After the February 1973 devaluation and subsequent depreciation of the dollar, 
many American businessmen found that their prices had become genuinely com- 
petitive with European and Japanese offers. The marked appreciation of the 
dollar during the latter half of 1973, only part of which has since been re- 
versed, has eliminated some of this improved competitive situation. Moreover, 
the Japanese are reportedly undertaking a world-wide export drive, supported 
by recent depreciations of the yen, in order to improve their balance of pay- 
ments. If the European economies slow their rate of growth, they will pre- 
sumably also exert additional efforts to win foreign markets. American ex- 
porters, therefore, will have to meet very severe competition if they are to 
expand their sales at a rate comparable to the rate of increase in Brazil's 
total imports. 
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